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Financial Shock: Interference with Information Flow

Feedback Choice New Framework?

= Supply
“ Incentives and Returns

= Demand
“ Expected Rate of Return, Income

= Role of Expectations and the Evolution of the Risk-Reward
Tradeoff

“ Spreads

FHFA (formerly OFHEO)

Risk: Delinquencies and Foreclosures

Asymmetric Information between Borrower and Lender
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Reaction to Shock: 2007

= |Investors Seek Safety; Plunge in T-bill Rate

= Counterparty Risk Rose: Protect Liquidity,
Wider Spreads on Inter-bank Lending

= |ssuance and Trading of Structured Products
Declined

Safety first

= High Yield Issuance Declined

= Leveraged Loans Declined
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Signs of Adjustment in the Credit Cycle

Investment
Grade Issuance

TED Spreads

Leveraged Loan

LIBOR Rate
Issuance

Corporate Risk Capital Flows &
Spreads Dollar

Non-Investment Mortgage Market
Grade Issuance Securities
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Investment Grade Issuance

Investment Grade Monthly Issuance

Deals vs. Volume
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Source: Wells Fargo Securities, LLC
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Mortgage Delinquencies

Conventional Mortgage Delinquency

Percent of Loans Past Due, Seasonally Adjusted
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Residential Real Estate Loans

Nonperforming loans

lag business cycle:
traditional response
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Commercial Real Estate Loans

Nonperforming
commercial real estate

loans: traditional
response
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Loan Demand

Net Percent of Banks Reporting Stronger Demand

Small Firms
60% 60%0
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. . 0% VA 0%
Demand for credit still
weak
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Source: The Federal Reserve and Wells Fargo Securities, LLC
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Credit Standards

Tighter standards:
fewer tightening

typical of late
recession period
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Net Percentage of Banks Tightening Standards

C&l Loans to Small Firms
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Credit Spreads

Spreads: adjustment

for risk?
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Net Percent of Banks Increasing Spreads
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100%
80%
60%
40% -+

20%

\,

0%

-20%

-40%

-60%

——Banks Increasing Spreads to Small Firms: Q3 @ 64.2%

-80% 1 1 1 1 1 1 1 1

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

Source: The Federal Reserve and Wells Fargo Securities, LLC

Economics Group

100%

80%

60%

40%

20%

0%

-20%

-40%

-60%

-80%

11



Small Business Optimism

Small businesses are not yet feeling the relief of recovery

NFIB Small Business Optimism

August 3 Mo. Ago
Overall Index (1986 = 100) 88.6 88.9
Net Percent Planning to Hire 0 -5
Net Percent Reporting Tighter Credit 14 16
Percent Saying Good Time to Expand 5 5

Renewed confidence is

still distant—a bad
sign for employment

Historical Perspective

Small Businesses Planning to Increase Employment Small Businesses Reporting Credit Hard to Get

Net Percent Net Percent
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—3-Month Moving Average: Aug @ 14.3%
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Source: National Federation of Independent Businesses and Wells Fargo Securities, LLC
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Credit Spreads

TED Spread
Basis Points
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Corporate Spreads

Aaa and Baa Corporate Bond Spreads

Over 10-Year Treasury, Basis Points
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Outlook Summary

Economic Recovery is Here, but Do Not Expect a Rapid Rise

Wells Fargo U.S. Economic Outlook

Actual Forecast
2005 2006 2007 2008 2009 2010

Real Gross Domestic Product” 3.1 2.7 2.1 0.4 -2.5 2.1
Personal Consumption 3.4 2.9 2.7 -0.2 -0.9 0.7
Business Fixed Investment 6.7 7.9 6.2 1.6 -18.4 -1.6
Equipment and Software 8.5 7.4 2.6 -2.6 -18.7 2.6
Consumer Price Index? 3.4 3.2 2.9 3.8 -0.6 1.3
Corporate Profits Before Taxes” 16.8 10.5 -4.1  -11.8 -10.1 7.8
10-Year Treasury Note 4.39 4.71 4.04 2.25 3.60 4.00

Forecast as of: September 9, 2009 ‘Compound Annual Growth Rate ?Year-over-Year Percent Change

Source: Wells Fargo Securities, LLC
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Appendix
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Wells Fargo Economics Group Publications

A Sampling of Our Recent Special, Regional & Industry Commentary

Recent Special Commentary

Distribution Lists

Monthly Economic Outlook

Weekly Economic & Financial
Commentary

Special Reports

Economic Indicators

Global Economic Commentary
Federal Reserve Commentary
Real Estate & Housing
Consumer & Retail

Chief Economist List

To join any of our research
distribution lists please visit our

website:
http://www.wachovia.com/economicsemail
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